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War and Business 


One effect of the war with Germany will undoubtedly be a general 





revival of business conditions, and while one would have preferred this to 
come along without a war, the fact remains that the war is with us, and as 
Canadians and members of the British Commonwealth of Nations we must 
accept conditions as they are. One cannot help but be struck with the state- 
ment of a member of the C.M.A. committee which recently toured England, 
to the effect that the British nation has girded its loins as never before 
for this war. A United Nation is essentia! if victory is to be obtained, and 
from all reports Great Britain is united as never before. 

From all reports the Government, Industrialists, Workers, and the nation 
generally, is stripped to the waist in an earnest and honest endeavour to put 
the country first, and we in Canada should do likewise without delay. 

Certain industries in Canada will boom as a result of this war, that is 
inevitable, but steps should be taken to see that such industries as are 
engaged in the manufacture of war materials should receive a profit that is 
not excessive. The same thing applies to foodstuffs, and the recent rapid 
rise in the price of certain commodities is evidence that certain rigid steps 
will have to be taken to curtail such rapid rises unless they are justified. 

One cannot and must not view the war as a chance to “make money”, 
but rather as a chance to do something vital for the cause of the Empire. 
That is not mere flag waving for, as Senator Meighen recently remarked in 
the Senate, if this war is not won on the banks of the Rhine, it will have to 
be fought on the banks of the St. Lawrence and the Mississippi. 

It is our war just as much as it is the war of Great Britain an. ?rance, 
and we should govern ourselves accordingly. All sections of the community 
must be prepared for sacrifices and must meet them whenever necessary, 
rather than to feel that this is the opportunity to profit at the expense of 
those who lay down their lives in our cause. 

Another effect of the war and Canada’s participation in it will un- 
doubtedly be new and increased taxes. At the time of writing it is difficult 
to say exactly what will be done in this respect, although there are strong 
rumours of increases in taxation on tobacco, Sales Tax and Income Tax. 
Whatever they are, they should be accepted with the true spirit of sacrifice. 
Some will feel the pinch undoubtedly, but if democracy is worth retaining 
and worth fighting for, then it must be paid for, and those who must of 


necessity stay at home while others fight should be prepared to pay. 
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Across the Secretary's Desk 


Recently I had occasion to visit St. Catharines, Kitchener, London and 
Windsor, and to meet the directors of these Chapters in order to line up 
the program for the rapidly approaching season, and to say the least I 
was distinctly heartened by the display of enthusiasm and the general 
businesslike attitude of these various Chapters. It certainly augurs well for 
the future of our Society. From all hands I hear of preparations for the 
next season, which, despite the entry of Canada into the war, gives every 
promise of being the best yet. 

Some of the newer Chapters have found their feet and are ‘‘rarin’ to 
go", and generally the outlook is quite bright. The only fly in the ointment 
seems to be that because of the unsettled conditions, it may be impossible to 
plan meetings and speakers very far ahead. 

I vecially 


Considerable interest is being shown by prospective members, 





in Kitchener, London and Windsor, and we look for a bright increase in 
membership, especially in these centres, as well as in the west. 
s also in 


Toronto and Montreal, and especially if plans at present being considered 





1e making for an intensive drive for new mem! 


Plans are in t 


by the Dominion Board are adopted, the influx of new members should be 
greater than in any previous year 


When in London recently the directors of that Chapter outlined 


a plan 
which I think will prove very successful there if adopted, and that is to 
convene the meetings one half hour earlier than last season and to spend 
this half hour prior to the speaker's meeting in a general discussion of 
roblems submitted by members. Other Chapters would do well to follow 
this plan, for undoubtedly the members have problems which are never 
srought before the general membership and therefore are not always solved 
is quickly as might be the case. 

Again in Kitchener there is talk of forming a student section which wili 
probably be followed in other Chapters 

It is good to see the directors of the various Chapters so much alive to 
the needs of the moment, and such an attitude cannot fail to have distinct 

nd early favourable results. 

Some chapters have already arranged their programs for quite a time 
thead while others have not so far been so successful. It is conceivable 

at present conditions will make it difficult to arrange complete programs 
it this time, but members can be assured that directors are doing all in their 
power to arrange attractive and instructive programs. 

All in all, despite unsettled conditions, a most successful season is an- 
ticipated, and we look for the co-operation of every member in this regard. 

Chapter meetings are only as successful as members make them, and it 
is up to each one of us to do our part. 

I have already hinted at plans which the Dominion Board have under 
way. Nothing definite can be mentioned in this regard as yet, but we hope 
in our October issue to give members a real outline of what is proposed to 
make our Society better and stronger in every way. 


R. D. 
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New Members 
Hamilton Chapter. 


A. J. Mouncey, Remington Rand Ltd., Hamilton. 

M. A. Hewitt, Burlington Steel Co. Ltd., Hamilton. 
Kitchener Chapter. 

L. D. Nethercott, G. L. Griffith & Son Ltd., Stratford. 
London Chapter. 

C. E. Costain, A. Whitley & Co., London. 

G. Wray, Scott & McHale Ltd., London. 
Windsor Chapter. 

A. Seguin, Truscan Steel Co. Ltd., Walkerville. 





Literature Received 


Cost Accounting and State Control in Germany. 
The Accountant. August 5. 
A short but very interesting account of Cost Accounting in a coun- 
try in which efficiency of the individual firm is essential. 
Reorganization of the Unemployment and 
Insurance Procedure of N.Y. State. 
N.A.C.A. August 15. 
Of real interest to all those who are interested in the matter of 
State Unemployment Insurance. 
Labour as a Cost Element. 
Cost Accountant. August. 
Deals with the problem of labour in a Job Costing System. 
Further Consideration of the Last-In, First-Out 
Basis of Inventory Valuation. 
N.A.C.A. September 1. 
Another exceedingly fine article on a subject of growing interest to 
all Cost Accountants and Executives. 
Accounting in the Public Interest. 
Journal of Accountancy. September. 
Accounting Reports and Their Meaning 
to the Public. 
Economic Theories of Goodwill. 
Accounting for Hospital Investments. : 
Four fine articles of interest chiefly to Public Accountants. 
Problems and Responsibilities of the Finance Officer. 
Financial Management Bulletin. Series No. 56. 
In three parts with discussions as follows: An Objective Appraisal i 
of the Independent Audit; Measures of Financial Health; Returns Made 
by Business to the Federal Government. 
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Determination of Depreciation and Obsolescence Policy. 
Financial Management Bulletin. Series No. 57. 

One of the best series of articles yet published on a subject which 
hitherto has received far too little attention, and deals with: Basis for 
Depreciation, Liquidity of Depreciation Reserves and Relation of 
“Condition” to ‘Depreciation’. 

Effects of Government Policies on Financial Management. 
Financial Management Bulletin. Series No. 58. 

Deals with the many and varied problems U.S. business has been 

subjected to through Governmental Policies. 





Nibbling at the Unemployment Problem 
By 
HARRY J. BAKER 


Director Psychological Clinic, Member Kiwanis Club of Detroit, Michigan. 


(Published by kind permission of The Kiwanis Magazine). 
Civic bodies must, in the opinion of this writer, supple- 
ment efforts of various governmental units which have 
been forced into responsibility for the unemployed. 

The title of this article implies a very modest and humble approach to 
the greatest problem facing America to-day. There is probably no panacea 
unless it be war or other world-wide catastrophe which can bring about a 
rapid, wholesale change in the present situation. The writer wishes to 
nominate a few phases of the unemployment problem for the consideration 
of Kiwanis clubs, locally and nationally. 

Governmental units, large and small, Federal, State, County and local, 
have been forced into some responsibility for the unemployed. Their efforts 
will not be of maximum effectiveness unless civic bodies supplement these 
efforts with individual and group initiative. 


Shortage of Trained and Technical Workers. 

The first paradox of the unemployment problem is a shortage of trained 
workers. This sounds strange yet it is true. Whenever research and tech- 
nical projects are proposed it is difficult to find well-trained unemployed 
workers who can assist in supervision and execution of the rank and file of 
the personnel. While there is usually an oversupply of teachers trained for 
regular teaching there is an actual shortage of teachers trained for teaching 
handicapped children. During the World War there were urgent needs for 
technical services in the army so vital that various types of aptitude and 
trade information tests were required to guarantee the selection of qualified 
workers. These were selected out of a vast number who claimed to be 
qualified but were often found below a suitable standard. 

Industry demands candidates with some knowledge of fundamental 
kills as a partial preparation for immediate employment. Few such candi- 
lates are available although thousands graduate from the college preparatory 
courses with emphasis upon academic rather than vocational training. The 

hools find difficulty in convincing pupils and their parents that the supply 
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for candidates for professions such as law and medicine entirely overbalances 
the greater needs for candidates for manufacturing, industry and business. 

In large industrial cities it is estimated that there is naturally a five 
per cent. annual turnover due to retirements, deaths, and accidents. If there 
are 100,000 such workers in a city, the replacements would amount to 5,000 
annually. In such a city the number graduating from technical, trade and 
vocational schools is much less, probably not one-fourth of this number, 
although the high schools may be graduating up to 5,000 academically 
trained students annually. 

It would be well for the Kiwanis club of every city to undertake a 
survey of this problem and to hear both sides of the question. Undoubtedly 
the schools would welcome the crystallization of the needs and an awakening 
of parenthood to the newer phases of vocational guidance If such an educa- 
tion is a little more expensive, these costs should be balanced against the 
greater ultimate costs of the present ill-advised policy, which throws 
thousands of untrained and unwanted graduates upon a barren market. Such 
changes are not brought about abruptly but may require slow advance along 


many front for vears. 


Employment of the Handicapped. 

Another approach to the army of the unemployed is the problem of the 
physically, mentally and emotionally handicapped. Even when there is a 
shortage of jobs tor the normal and able-bodied, a strictly utilitarian ques- 
tion should never be raised about bothering with the handicapped at all. 

The first question concerns the number of the handicapped. No one 
knows the exact answer. About ten years ago the White House Conference 
on Child Health and Protection under President Hoover estimated that there 
were ten million handicapped children in the United States. While this 
number, or about twenty per cent. of the total, seems to have been a high 
estimate, in many of the larger cities special education provision is made for 
about five per cent. of the total school population. This includes only the 
most extreme and severe cases. Even if the estimate were set more con- 
servatively at five million children from % to 20 years of age, and if the 
majority of these children lived to adulthood there would be about ten 
million handicapped adults between 20 and 50 vears of age. This is a 
truly staggering total which would constitute a large majority of the adult 
unemployed to-day. A very socially-minded manufacturer in a small city 
informed the writer recently that their attempt to hire the unemployed 
yielded only a handful of normal, average adults and about seventy-five 
others were handicapped with hernias, crippled conditions and similar ail- 
ments. Medical service was badly needed. Under the present liability laws 
of his state it was practically impossible to employ any of them. If this is 
actually the case, an inquiry should be made into what legal modifications 
are necessary and what types of work and safeguards should be set up to 
favour the handicapped. The handicapped are entitled to as much considera- 
tion as others since they are seldom to blame for their limitations. A feel- 
ing of complete helplessness and dependency would be added to their aware- 
ness of the handicaps themselves. 

Very hopeful progress has already been made in the rehabilitation and 
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employment of the physically handicapped. State governments have been en- 
couraged to match Federal funds for such services and thousands have been 
aided in additional training and in securing suitable employment. In the 
past twenty years the staff members of these bureaus have acted as sponsors 
for the physically handicapped adults, and industry has been able to find jobs 
for them. For sentimental reasons there has been less lay-off among them 
than among the general population. 

Results for physically handicapped indicate the need of a similar pro- 
gram for the mentally and emotionally handicapped. In the absence of such 
service, each community could well afford to develop such a service. The 
Kiwanis Club might act as a sponsor to bring together local government 
with the industrial, medical and educational agencies. In any event a survey 


of the problems and possibilities could well be made. 


Roving and Parental Responsibility. 

The roving of young people and lack of parental responsibility for 
them are difficult problems to solve, but, nevertheless, they contribute large 
numbers to the unemployed. There are several phases of this problem which 
merit discussion. 

The first of these is the spirit of exploration and adventure away from 
home which is in the blood of young people. In pioneering days it led them 
to unsettled land, new wealth and countless opportunities. To-day it leads 
thousands of them to strange cities and distant states where they seldom find 
any employment. Some become hoboes and bums, others are returned to 
their homes at public expense, many find their way into county almshouses 
or live on the local or Federal welfare. Some of them have been literally 
kicked out of their homes and many who have left voluntarily, vowed they 
would never return. In some European countries, groups of boys go on 
hikes of several days or weeks with an adult guide. If this plan serves as an 
antidote for roving in later years it might well be encouraged and ways 
found of financing it here in America where there is plenty of room to roam. 
Any community or area might win fame if it made an honest attempt to 
canvass its itinerant sons and daughters and report on their present status. 

If many of these wanderers could be returned to their own neighbour- 
hoods or communities with new emphasis on parental responsibility and 
reinforced by strong public sentiment, the number of the unemployed and 
public dependents could be reduced. Many parents would either support 
their sons and daughters, would make determined efforts to create jobs for 
them, or see that they took jobs and held them. America must not become 
the land of opportunity for parents to send their sons and daughters away 
from home to be supported at public expense. 

Decentralization of Business and Industry. 

Big business and manufacturers have tended to build up large units in 
great cities. They attract thousands who have no chance of ever being em- 
ployed. Some of these industries are now beginning to study ways and 
means of decentralizing. In smaller units, nearer to rural areas, employees 
have a more personal contact with employers and also find opportunity to 
live closer to the land. Workers have a much better chance to establish 
their sons and daughters on a self-supporting basis. 
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By-Laws of the Society 
ADOPTED DEC. 11th, 1936 
Effective from May Ist, 1937. 
(Amended June 3rd, 1939) 





Article 1. Membership 

(a) Membership in the Society shall be open to any one 18 years 
of age or over, who is engaged in or interested in any branch of Account- 
ing, Industrial Engineering or Plant Management. 

(b) Application for membership shall be made on the form pro- 
vided by the Society and shall indicate the Chapter to which the applicant 
desires to be attached, and shall be subject to the approval of the directors 
of that Chapter. 

(c) The directors of the Society shall have the power to reject any 
applicant, or to cancel any existing membership for cause. 

(d) The directors of the Society shall have the power to grant 
Honorary Life Memberships to members for services rendered. 


Article 2. Fees. 

(a) Membership fees shall be as follows: Regular, $15.00; Non- 
resident, $10.00 (available to any one residing at least 50 miles from a 
Chapter meeting place) ; Student, $5.00 (available to students actually taking 
courses in accountancy or business organization, and limited to a maximum 
of three years). 

(b) The membership fee shall be payable to the Chapter, in advance, 
on the 1st day of May in each year. New members shall be required to pay 
the full amount of fee when joining the Society and the fee for the following 
year shall become payable one year from date of joining, and on the same 
date in succeeding years. 

(c) A member who fails to make payment of his fee within three 
months from the date when it is payable, shall be liable to have his mem- 
bership terminated; an unpaid membership shall in any event terminate at 
the end of the financial year. 


Article 3. Directors 
(a) The affairs of the Society shall be managed by a Board of 
Directors which shall consist of: Not less than fifteen and not more than 
thirty members who shall be elected at the Annual Meeting of the Society 
to hold office until the next Annual meeting; the presidents of the Society 
for the preceding ten years who are still members of the Society, and the 
chairman and vice-chairman of each Chapter. 

(b) In the event of a director's retirement for any cause his suc- 
cessor shall be appointed at the next meeting of the Board. : 

(c) A meeting of the Board may be held at any time at the call of 
the President or in his absence of the Vice-President. The President shall 
be bound to call a special meeting of the Board on the requisition of five 
directors, and should he fail to do so within 24 hours from receipt of such 
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requisition they may convene a special meeting of the Board. Seven clear 
days’ notice shall be given prior to the date arranged for the meeting. 
The notice shall indicate the nature of the business to be transacted. 

(d) For the transaction of business at any meeting of the Board of 
Directors fi,ve shall constitute a quorum. Any question arising at such 
meeting shall be decided by a majority of votes; in case of a tie, the chair- 
man shall cast the deciding vote. 

Article 4. Officers 

(a) The Board of Directors shall, at their first meeting after election, 
elect from among themselves a president, two vice-presidents, an honorary 
secretary and honorary treasurer, and shall also appoint a general secretary 
and such officers as the business of the Society shall render expedient from 
time to time, determining their duties and remuneration. 

(b) The president of the Society may designate any member or 
members of the Board in charge of some special phase of the activities of 
the Society, and such director or directors shall make a periodical report 
to the president of their work in that connection. 


Article 5. General Meetings 

(a) A general meeting of the Society may be called at any time, 
as follows: By the president; by resolution of the Board of Directors; by 
written request of at least twenty members in good standing. Such request 
shall specify the object for which the meeting is called. It shall be the duty 
of the president, or in his absence the vice-president, on receipt of such 
request, to cause the meeting to be arranged by the general secretary of the 
Society. 

(b) Notice of a general meeting shall be mailed to each member of 
the Society at his last known address. Such notice shall state the place, 
time and purpose of the meeting, and shall be mailed at least 14 clear days 
prior to the date of the meeting. 

(c) Five members present shall constitute a quorum for the transaction 
of business at any general meeting. 

(d) Every member shall be entitled to one vote, which may be given 
in person or by a qualified proxy. 

(e) All questions proposed for the consideration of the members shall 
be determined by a majority of votes; in case of tie, the chairman shall 
cast the deciding vote. 

Article 6. Annual Meeting 

(a) The fiscal year of the Society shall end on the last day of April 
in each year, and the annual meeting shall be held within two months 
thereafter at such time and place as the Board shall determine. 

(b) A report of the activities of the Society shall be presented at each 
annual meeting, together with detailed comparative information as follows: 
Statement of revenue and expenditure; statement of receipts and disburse- 
ments; balance sheet; supporting schedules of accounts receivable and 
liabilities. 

(c) At each annual meeting two auditors shall be appointed by the 
members of the Society from among their number. 
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Article 7. Chapters 
(a) The directors may authorize the formation of local Chapters in 
such centres as they deem advisable, and designate the territory to be 
allotted to each Chapter; the directors may make such grants from the funds 


of the Society as they may deem expedient for the development and carrying 
on of Chapter work. 

(b) Each Chapter shall collect the fees of the members who are 
attached to it, and shall remit fifty per cent. of said fees to the head office 
monthly; this remittance shall be accompanied by a statement of additions, 
deletions and any other changes in the membership list, certified by the 
secretary-treasurer and at least one other Chapter director. 

(c) The fiscal year of each Chapter shall end on the last day of April 
in each year. The annual meeting of each Chapter shall be held prior to the 
annual meeting of the Society, and not later than May 31st. Five members 
present shall constitute a quorum. 

(d) Each Chapter shall be governed by a board of directors elected 
at its annual meeting, of not less than seven and not more than fifteen 
members. These directors shall elect from their own number a chairman 
and a vice-chairman. There shall also be a secretary-treasurer, or a secretary 
and a treasurer, who may be elected by the directors from their own number 
or who may be a non-member appointed by them. At each annual meeting 
two auditors shall be appointed by the members of the Chapter from among 
their own number. At any meeting of directors of the Chapter, five shall 
constitute a quorum. 

(e) Each Chapter, within one month after the close of its financial 
year, shall forward to the Society a copy of its audited financial statement, 
in the prescribed comparative form. 

(f) Each Chapter shall have the right to make such regulations as 
may be found necessary to meet local conditions, subject always to the 
approval of the Board of Directors of the Society. 

Article 8. Corporate Seal 

The Society shall have a corporate seal. An impression of the corporate 
seal, certified by either the president, or the vice-president, and by either the 
honorary secretary or the honorary treasurer, shall be binding upon the 
Society, but the officers so certifying shall be personally accountable to the 
Directors for the due and proper exercise of such authority. 

Article 9. Signing Officers 

(a) The bank account shall be kept in such bank or banks as the 
directors may from time to time determine; and insofar as the Society's 
banking business is concerned the directors are hereby authorized to exercise 
generally all or any of the rights or powers which the Society itself might 
lawfully exercise. 

(b) All cheques or other negotiable instruments not requiring the use 
of the corporate seal shall be signed by any two of the following: The 
president, the vice-presidents, the honorary treasurer, and the general 


Article 10. Examinations 
The Board of Directors shall have power to hold examinations and to 
issue certificates of efficiency to successful candidates. 
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Article 11. Amendment of By-laws 
The Directors may from time to time repeal, amend, or re-enact by-laws 
of the Society, but every such bu-law and every repeal, amendment or re- 
enactment thereof, unless in the meantime confirmed at a general meeting of 
the Society, duly called for that purpose, shall have force only until the 
next annual meeting of the Society, and in default of conrmation thereat 


shall, at and from that time, cease to have force. 


Article 12 


All former by-laws of the Society are hereby repealed. 


The Accountant and the Community 


By 
MR. W. NORMAN BUBB, F.S.A.A. 


Member of the Council of the Society of Incorporated Accountants. 
Paper delivered on Thursday, July 20, 1939, before 
Incorporated Accountants Conference 
Nottingham, 1939. 


The Growth of Company Law. 

This paper is one of a series of two. This morning I shall be dealing 
with the subject, “The Accountant and the Community”, and to-morrow 
Mr. Fox will speak on “The Accountant and the Individual”. These two 
subjects are closely interlocked and it may be difficult in certain aspects 
entirely to separate them, but I will do my best not to trespass upon Mr. 
Fox's preserves more than I can help. 

The nature of the services rendered by the accountant and the duties 
and responsibilities devolving upon him as a corollary of such services have 
undergone great changes during the last hundred years, such changes being 
much more marked in the last half century. Formerly, trading was for the 
most part carried on by individuals or small groups of persons in partner- 
ship. The accountant’s responsibility, therefore, when consulted or called 
upon to prepare profit and loss accounts and balance sheets, was practically 
confined to the individuals concerned. Even in those days, however, the 
presence of bank overdrafts and loans often called for accounts, and balance 
sheets were, therefore, liable to be shown to third parties. As, however, 
trade continued to expand and larger aggregations of capital were required, 
joint-stock companies came into being. In 1844 an Act was passed for the 
registration of joint-stock companies but the liability of members thereof re- 
mained unlimited. In 1855 the privilege of limited liability, which hitherto 
had been considered as being against public policy, was granted to com- 
panies, whilst in 1862 previous legislation was repealed and re-enacted in 
a consolidated form in the Companies Act of 1862. New Acts followed 
as circumstances required until in 1908 the various Acts relating to com- 


panies were repealed and re-enacted, and subsequently there were three more 
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Companies Acts which were cited with the principal Act as "The Companies 
Acts, 1908 to 1917”. In the year 1925 a Government Committee was ap- 
pointed to consider questions relating to the amendment of company law in 
order to bring legislation into line with post-war requirements, and the 
recommendations of that Committee were embodied in the Companies Act, 
1928. In the following year the Companies Act, 1929, was passed, con- 
solidating the Companies Acts, 1908 to 1928, and certain other enactments 
connected with those Acts, the Act of 1929 becoming effective on Novem- 
ber 1 of that year and remaining the law on the subject to-day. The rapid 
growth of limited liability companies, both public and private, during the 
last fifty years has wrought innumerable and far-reaching changes, both from 
the point of view of the community and of the professional accountant 
himself, and it is for this reason that I propose to deal in some detail 


with this aspect first. 
The Accountant and the Company. 


The accountant (termed ‘the auditor” in relation to companies) may 
be regarded as the “buffer” between the community and the board of 
directors. He is usually elected on the recommendation of the board, but 
he is not their servant but the servant of the shareholders and, as such, his 
responsibility is no sinecure. From the birth of the company to its demise 
it is the duty of the accountant to safeguard the interests of investors who 
are not in a position, individually, to decide whether or not an investment is 
a good one and so are forced to rely more and more upon published ac- 
counts and reports. 

Dealing first with the birth of a company, in its prospectus one usually 
finds printed in a conspicuous place the name of a well-known firm of 
Chartered or Incorporated Accountants and the presence of this name on the 
prospectus is regarded by the community as a guarantee of good faith. 
In addition certain portions of the prospectus and statutory report have to 
be certified by the accountant or auditor. 

During the lifetime of the company it.is necessary for a report of the 
auditors to be presented to the members once in every year and at intervals 
of not more than fifteen months, stating that they have examined the balance 
sheet and that, having received all the information and explanations they 
have required, they are of the opinion that such balance sheet is properly 
drawn up so as to exhibit a true and correct view of the state of the com- 
pany’s affairs accrding to the best of their information and the explana- 
tions given to them and as shown by the books of the company. 

There are also provisions that the balance sheet must contain a sum- 
mary of the authorized capital, the issued capital, the liabilities and the 
assets, with particulars showing the nature of the liabilities and assets, and 
how the values of the fixed assets have been arrived at. 

The information required under this Act represents the statutory mini- 
mum that must be included in any balance sheet, but this minimum should 
not of necessity be also the maximum. Many companies give their share- 
holders much more information and, generally speaking, if a company has 
nothing to hide there is no reason why this should not be done. An auditor 
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should recommend the giving of additional information for the benefit of 
the shareholders and the investing public. 

In particular there is the question of subsidiary, sub-subsidiary and as- 
sociated companies. With the modern ramifications of the structure of 
public limited liability companies, it is rather surprising that the Companies 
Act, 1929, requires such a small amount of information to be given. In fact, 
particulars regarding the shareholdings, any outstanding balances, and a 
general statement of aggregate profits and losses and how such profits and 
losses have been treated in the accounts is all that has to be given, and the 
information need only refer to direct subsidiary companies. This is not 
helpful and the excellent example set by such a company as the Dunlop 
Rubber Co. Ltd., in sending its shareholders a consolidated balance sheet 
of all subsidiary and associated companies is to be recommended and it is to 
be hoped that this desirable practice may become more generally followed. 

Let us consider the position which arises when the directors of a com- 
pany desire the auditors to certify accounts in a certain form and they refuse 
to do so, and for this reason the directors seek a change of auditor. There 
are certain safeguards in this connection in that notice must be given to the 
retiring auditor and also to the shareholders when any change is contem- 
plated. There is a further extension of this which, although not statutory, 
is professional etiquette, namely that when an auditor is nominated in the 
place of an existing auditor he should immediately get in touch with the 
latter in order to discover the reason for the change. A further safeguard 
for shareholders is the statutory right of the auditor to attend any general 
meeting of the company when the accounts are being discussed and to make 
any statement or explanation he may desire regarding such accounts. This 
enables the community, as represented by the shareholders, to come in con- 
tact with the auditors of the company, although it will be appreciated that 
there might be many questions asked which it would not be politic for the 
auditor to answer without reference to the board. 


The Accountant and the Investor. 

In addition to the actual shareholders in any company there is that vast 
body of investors who are continually desirous of finding outlets for their 
surplus funds, and here the accountant has a very definite and important 
function to fulfil. Unless accounts as presented show the true position in- 
vestors may be misled. Evidence regarding the existence of secret reserves 
(released in times of slump in order that dividnds may be maintained) has 
already come before the Courts on at least one occasion. It is the account- 
ant’s duty towards the community to see that any such extraordinary credits 
are revealed, as otherwise the investing public may be induced to purchase 
shares at an artificially high figure, as it would appear from the accounts 
that profits are being maintained when, in fact, this is not the case. In an 
address given earlier this year to the Incorporated Accountants’ District 
Society of Sheffield on “Disclosure in Published Accounts’, the editor of the 
Financial News stated that the information given should serve a threefold 
purpose of the investor, enabling him, firstly, to test the adequacy of each 
deduction; secondly, to compare increases and decreases in expenditure with 
changes in the volume of business; thirdly, to test the efficiency of the 
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management. This statement seems to me to sum up the ideal situation and 
it should gain the support of the influential and well-informed investor. 

Having dealt with the birth and life of a company, the time may come 
when the company is ill and it becomes necessary for a receiver to be ap- 
pointed for the debenture holders. Here the accountant is called in to safe- 
guard the interests of the community where it is apparent that the security 
is in jeopardy. He in effect collects the assets on behalf of the debenture 
holders and it is his duty to see that the proceeds thereof are properly 
applied. 

There are other provisions which apply when a company is not doing 
too well or when the shareholders suspect that all is not well. Under Sec- 
tion 135 of the Companies Act provision is made for inspectors to be ap- 
pointed by the Board of Trade and often reconstructions are effected on the 
recommendation of the accountant whose advice has been sought. 

Finally, there may come the day when a company, finding itself unable 
to pay its debts, goes into liquidation and the accountant as a professional 
expert is called in to see that the assets are equitably divided between the 
interested parties. 

In every phase of a company’s life, therefore, it will be seen that the 
accountant protects the interests of the community and, as was mentioned 
earlier, acts as the ‘buffer’ between the community and the board of direc- 
tors. At the same time the profession has to be continually on its guard to 
see that burdens are not placed on its shoulders which it is no part of the 
duty of the accountant or auditor to bear. When shareholders are aggrieved 
they are apt sometimes to seek to cast the blame on the auditors, seemingly 
losing sight of the fact that the auditor is in no way responsible for the 
conduct of the business. As things are, I think we can justly claim that our 
profession has to accept responsibility more than is the case in any other 
profession. Moreover, it has not the protection or privilege enjoyed by some 
others. A solicitor, for example, is able to relieve himself of much re- 
sponsibiliy by taking the opinion of counsel and so far as concerns the re 


sponsibility for such opinion it simply does not exist. 


Friendly Societies. 

Closely allied with the accountant’s relation to shareholders and the in- 
vesting public is his position vis-a-vis friendly societies, where the Registrar 
recommends the appointment of a public auditor. Such societies are not 
so stringently protected by legislation as limited companies so far as the 
information that must be revealed is concerned, and therefore the provision 
of a panel of fully qualified accountants as public auditors provides a safe- 
guard for the many small investors who have sunk their hard-earned sav- 
ings in friendly societies and similar organization. In his capacity as public 
auditor of these societies the accountant is perhaps of particular service to 
the community, because I am sure it will be agreed that the fees are more 
or less nominal in relation to the work involved. At the same time ac- 
countants are in this way assisting materially in various thrift movements 
regulated under the Friendly Societies Acts. The appointments of public 
auditors are made by the Treasury annually and maximum audit fees are 
fixed as a condition of appointment. From a circular letter issued to public 
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auditors the following paragraphs are of interest and are quoted in confirma- 
tion of the views just expressed :— 

“Experience has shown that a large proportion of the annual re- 
turns of Friendly Societies audited by ‘lay’ auditors who possess no 
qualifications for audit work are unsatisfactory, and in many cases losses 
have been incurred in circumstances which could not have arisen had 
the most elementary precautions been taken by the auditors.” 

‘The Friendly Society Movement has behind it a great tradition of 
public service, which has been fostered by a spirit of mutual helpfulness, 
and it is largely manned by voluntary workers who are inspired by the 
highest motives although they may sometimes be ill-equipped for the 
work they undertake. The ratio of management expenses is usually 
very low and audit fees are reckoned in shillings rather than guineas— 
a mistaken idea of economy, if one may judge by results, but difficult 
to eradicate.” 

In addition to the work referred to on such audits practically every 
member of the accountancy profession is from time to time called upon to 
perform audits on behalf of hospitals and other charitable organizations 
either in an honorary capacity or at very nominal fees and, whilst members 
of the profession are usually only too willing to be of assistance in such 
cases, there will be no disputing the fact that the work undertaken is done 
more in the interests of the community than of the accountant himself; at 


all events, from a commercial point of view. 


Tax Avoidance—The Accountant’s Position. 

There is another aspect of the accountant’s relation to the community, 
and that is in reference to taxation. This subject will doubtless be fully 
dealt with by Mr. Fox so far as the individual is concerned, and therefore 
I will only deal with it briefly. The revenue of the country is indeed an 
all-important subject to-day, and if there is tax evasion on the part of some, 
other taxpayers must suffer. In normal circumstances the accountant will 
agree the income-tax liability of a company or an individual and, because 
he has a greater knowledge of the Income Tax Acts and because he ap- 
preciates the implications of those Acts, the finally agreed assessment is a 
correct one. Here again, therefore, the accountant acts as a ‘buffer’, this 
time between the taxpayer and the revenue authorities, in order to see that 
tax is properly levied in accordance with the Income Tax Acts. 

When income tax was at 1s. in the £ or less—as some of us recollect— 
there was little need for schemes to be devised in order to avoid taxation, 
but to-day we find income tax, sur-tax and National Defence Contribution at 
such high levels that ingenious methods are continually being thought out. 
The accountant is often consulted regarding such schemes and his position 
is a difficult one. He has a duty not only to his client but also to the State, 
but provided any scheme is legal he should give honest advice in connection 
therewith, always, however, warning his client of the tendency in recent Fin- 
ance Acts of making legislation dealing with tax evasion retrospective. The 
Income Tax Acts and Finance Acts have to be strictly interpreted, and the 
question of equity does not arise. Therefore if a client has found a loophole 
in the Act he is entitled to benefit therefrom in the same way that he must 
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suffer from the effects of some clause that is considered obviously unfair to 
him but is the law. 

In the current issue of Accountancy is published an instructive and 
interesting article on this subject—admittedly a somewhat contentious one. 
The article is from the pen of our Vice-President, Mr. Richard A. Witty. 
His personal view is that avoidance schemes are determined to the real in- 
terests and reputation of the accountancy profession. Whilst many will 
agree, there are others who do not take up quite the same position. They 
contend, and it has been so held, that a taxpayer is entitled so to arrange his 
affairs as to attract the least tax liability so long as in so doing he does noth- 
ing illegal. It will thus be seen that the accountant has indeed a difficult 
task to perform in much of his work, of which the foregoing is not the least. 

Whilst L have been writing this Paper we have had A.P.D. added to 
the list of taxes. What to-morrow has in store one cannot say, but critics 
of A.P.D. have already cast envious but mistaken eyes on the work which 
will fall to the lot of the profession. 

National Service. 

The recent register of accountants compiled for the use of the Govern- 
ment in case of national emergency shows another side of the accountant’s 
relation to the community. It is often said that in time of war the man 
behind the lines is as important as the man in the trenches, and in modern 
warfare the non-military lines of defence certainly have a most important 
part to play. Such a time is one of astronomical figures of expenditure, and 
were it not for the work that professional accountants have to do in the 
preparation and checking of costing accounts and the like such gures might 
be still more astronomical. The professional accountant in a “key” position 
is a safeguard to the community of the proper spending of the revenue of 
the country. This fact was apparently recognized when the profession of 
accountants was included in the original list of reserved occupations. Al- 
though the profession has been removed from the subsequent list this does 
not in any way detract from the importance of the accountant or imply any 
change in the official view, and the register of accountants that is at present 
being analyzed may well prove a vital link in national defence. 

Unqualified Accountants and Advertising. 

Another aspect of the accountant’s relation to the community not to 
be overlooked is the standard of the profession. Everyone practising a pro- 
fession should have a certain standard of skill, the usual measure of such 
standard being the qualification obtained through professional examinations. 
Whilst it is still possible for an individual to practise as an accountant and 
auditor without any qualifications at all, the more reputable professional 
bodies demand a definitely high standard of skill, and those who have passed 
the examinations of these bodies and are entitled to call themselves by the 
particular designation attached thereto give the community a feeling of con- 
fidence when they are employed to act professionally. 

The position of unqualified accountants is, therefore, one of some con- 
siderable concern, for while they often lack the skill they have numerous 
advantages that are not shared by members of the more reputable profes- 
sional bodies. To take one example, they are allowed to advertise, and in 
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this way can bring before the community the name of their firm and prom- 
ises of what they profess to be able to do, in a way not permissible to the 
qualified professional accountant, while the fees quoted by “free lance” ac- 
countants are usually much lower than those of qualified accountants. 

Whilst, quite rightly, any kind of advertising by an accountant is to be 
deprecated, one wonders at times whether the profession is not suffering in 
upholding its prestige in this respect. It is not suggested for one moment 
that individuals should be allowed to advertise, but it is a question whether 
the time has not come, and indeed is not already overdue, when the pro- 
fession itself should give more publicity to the various services rendered by 
members of the profession to the community. I have in mind in particular 
the fact that for some time now the banks individually, not even collec- 
tively, have advertised the various services that they render to the com 
munity, and some of their clients who have entrusted their income tax and 
other matters to a bank have probably done so without thought of the 
accountant; in my view because the one has advertised the services he ren- 
ders and the other has not. Banks claim that in rendering certain services to 
their clients they are doing so at the request of clients who seek their help. 
I do not dispute it; it confirms my remarks. I am not riticizing the banks so 
much as I am our own profession—due, I know, to their dislike of any kind 
of advertising. Banking, however, is a profession, too, and, whilst I do not 
suggest that accountants should advertise, I do feel there can be no harm 
in the community being kept informed of the work in which the profession 
specializes. The President of the Board of Trade recently stated that if you 
had a good thing it should be wll advertised. We can deliver the goods; 
why not follow this advice? 

There are indeed many other services rendered by the accountant to the 
community; for example, the services renderd by accountants to municipal 
authorities and by accountants employed in commercial firms, cost account- 
ants and others, and, last but not least, the great value that many account- 
ants render to limited companies in their capacity as directors and/or 
chairmen. 


Public Work. 


The work I have mentioned up to the present may be regarded as the 
professional side of accountants’ duties, but there are many who employ their 
talents at little or no remuneration for the benefit of the community at large. 
The profession has a number of representatives in the House of Commons 
and in this connection such members’ professional training is invaluable. 
No one should go into politics for what they can get out of it, but rather 
what they can give to the community, and in this connection the profession 
is no exception. It is true that a member of Parliament is remunerated for 
his services, but after election expenses, contributions to local associations, 
charities and the like are deducted he usually finds himself considerably out 
of pocket. For this reason and the lack of time available owing to his many 
professional duties few can afford to undertake this aspect of public life 
until they have established themselves, and in most cases this means that 
they have perhaps passed the first bloom of youth. Therefore many account- 
ants find other outlets for their public spirit and it is for this reason that in 
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borough and county councils there are to be found many qualified account- 
ants taking an active and most valuable part in the work of local councils 
and their sub-committees. Here the cost—in money if not in time—to the 
individual is less and members of the profession should be encouraged to 
undertake such work. 

Accountants are renowned for their modesty, but, even so, the outline 
I have given of some of their daily tasks in the interests of the community 
is sufficient to make them blush, and by the time that the second paper has 
been delivered to-morrow I feel that they will be unable to avoid it, as Mr. 
Fox will be able to say as much as I have done, and probably more, to give 
proof of the equally valuable services the accountant renders to the indi- 
vidual I think, however, I have said sufficient to prove that the professional 
accountant more than justifies his existence and fills such an important role 
in the world of commerce and business to-day that without us one wonders 


how the world could go on! 





The Accountant and the Individual 


. 
MR. W. H. FOX, F.S.A.A. 
Paper Delivered on Friday, July 21st, 1939, before 
Incorporated Accountants Conference 
Nottingham, 1939. 
The ‘Family Accountant”. 

In these days when the importance of the individual appears to be 
diminishing and he tends to become a cypher in either a State or a large and 
sometimes unwieldy business organization, and is even being compelled to 
revert to the habits of his ancestors of long ago and burrow underground 
for shelter, it is perhaps appropriate that we should for a few minutes 
to-day consider him, his needs and the service we, as Accountants, can give 
him, and the guidance we can provide to help him to steer his course 
through the economic complexities of modern life. It is truly said: ‘Man's 
little works strewn on the sands of time sparkle like cut jewels.” 

The individual can, if he feels he needs it, find without difficulty a 
spiritual adviser to guide his thoughts in what I may term the non-material 
realm, he has his family doctor, who from birth to death takes care of his 
bodily health, and he has, and uses, his legal adviser to guide him in his 
relations with the State and with his fellow-men. I suggest that it should 
be the duty of the accountant to act as family adviser to him in planning his 
life from a financial point of view, in order that he may, whether his income 
be large or small, use it to the best advantage. 

The accountant should, and generally does, come into contact with the 
young business man when he is called upon to render to the State his first 
income tax return. From that point onwards there are many angles from 
which professional advice can be given, and I suggest that we can, as ac- 
countants, make a valuable contribution to the well-being of the community 
by advising on the planning of individual saving and expenditure. 
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The portion of the income to be regarded as savings available for in- 
vestment must, of course, be a matter for individual consideration and no 
general principles can be laid down with regard to it; furthermore, it cannot 
be regarded as a constant factor. The accountant should, however, by ob- 
servation and experience, use his judgment in relation to the needs of his 


client and the circumstances and family interests surrounding him. 


The Auditor and the Accountant. 


The name of the Society of Incorporated Accountants and Auditors 
suggests to my mind the realization of the founders of the Society that the 
function of the accountant is different from that of the auditor. The function 
of the auditor is to a large degree negative in the sense that he is, or should 
be, dealing with an already completed product. His work is critical in that 
he is vouching work done by others. The accountant’s work should be 
positive; whereas the auditor has evolved from the economic system, the 
accountant should help to plan it. The auditor, as such, travels to a large 
degree along a weli-defined path; the accountant has much more scope for 
initiative and has greater opportunities for giving creative advice. There is 
in these days so much detail work to be done to satisfy the ever-growing 
demands of the State from the taxpayer that there is a danger of our over- 
looking the positive functions of accountancy, but neither the arduous nature 
of the work, nor the added responsibility involved, should deter the pro- 
fession from using the specialized knowledge obtained from study and prac- 
tical experience. British men and women with creative power should be 
idealistic, but the test of idealism is the possibility of its translation into 
practical! application. The accountant, through his experience, becomes what 
{ may call for the want of a better name a clearing house for ideas. He does 
not, and cannot, be an expert in all phases of economic life, but he does 
know where expert advice can be found, and he can guide and direct his 
client along the paths which will enable him to secure the advice and assist- 


ance he needs. 


The Investment of Capital. 


With regard to the first point I mentioned—saving—the science or art 
of investment has no body or soul of its own; those responsible for advising 
with regard to it, who examine its phenomena and announce their con- 
clusions, are frequently interested parties, official or unofficial advisers who 
with some professed degree of authority put forward suggestions, which are 
generally restricted to the type of investment with which they are most 
familiar. They, unlike accountants who in professional practice are brought 
into contact with every form of investment, are generally unable to take an 
objective view of the problems set before them. 

I mentioned that investment is a science or art; I do not propose to 
deal with the art, as Art is a sixth sense given to those whose ability stands 
out above that of their fellow-men, and no paper can be written about 
genius, for it is of the spirit and cannot be translated into professional prac- 
tice. Our clients, however, are normal individuals, and I do suggest that 
if the client is advised with reasoned ideas and a planned technique there is 
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a wide field open to the profession whereby the business man may be aided 
to plan his life from the financial standpoint. 

Saving is the first essential of human life; unless there is saving life 
would come to an end. We depend for our continued existence upon the 
fact that a portion of the product of hand and brain is held over or saved 
for future use. The habit of saving is of far-reaching importance, and it is 
frequently overlooked that it has an important psychological effect. There 
is no form of saving that can compare for satisfaction with that in a business 
under the investor's own control, provided the business is efficiently run, 
as it is free from any possible sense of irresponsibility which sometimes is 
associated with the handling of other people’s money, but I want to deal 
particularly to-day with savings which are accumulated outside the client’s 
own business. Saving must arise from the willingness of the client to 
restrain his desire to spend, to defer some act which involves consumption, 
and it is upon the issue of the mental impulse to save or spend that the up- 
ward movement of the standard of living depends. 

May I summarize the main channels of the investment of capitat under 
the following headings: 

Freehold property. 

Banks, Post Office and Trustee Savings Banks and National 
Savings Certificates. 

Building societies. 

Mortgages. 

Stocks and shares. 

Life assurance. 

It must, of course, be recognized that no capital in these days can be 
made entirely safe; it is therefore desirable to spread the risk. Some ac- 
countants suggest as a suitable basis the spreading of the funds available for 
investment as to one-fourth in freehold property, one-fourth in liquid form 
in banks, Post Office Savings Bank, National Savings Certificates, one-fourth 
in stocks, shares and debentures, and, if possible, one-fourth in life assur- 
ance. These suggestions, however, must be considered in the light of the 
means and the temperament of the client. 

Investing in Property. 

I would like to deal for a few minutes with a few general considera- 
tions in investing in the various forms of security I have mentioned. First 
of all, freehold property. The first point to consider is the state of repair, 
in particular the roof and main drains; the property should be structurally 
sound and not likely to come under a town planning scheme. If necessary 
the advice of an architect or builder should be sought. The yield on the 
purchase price should be an essential factor, and in these unsettled days the 
vulnerability to air attack should be considered. The suitability for mort- 
gage purpose should be taken into account, and it will be appreciated that 
a property purchased for £1,000 with a rental of £70 per annum yields 7 per 
cent. subject to management and repairs, whereas if a mortgage of £700 is 
arranged at 4% per cent. the capital outlay is only £300 and the correspond- 
ing yield is increased to 12.8 per cent. 
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Building Societies. 


In speaking to a professional audience I do not need to discuss the 
merits of banks, Post Office and Trustee Savings Banks or National Savings 
Certificates, nor need I say more than a few words on building societies. 
The first consideration of man is to have a roof over his head, and thus 
building societies are ensured of a steady inflow of liquid capital from their 
borrowers. If a substantial amount is available for investment in building 
societies, it should be spread amongst societies whose management expenses 
are reasonable, and who have a substantial reserve fund; I suggest as a guide 
that this should represent 5 per cent. of the society’s total assets. A high 
interest yield is not attractive, and societies giving more than 3 per cent. or 


I 


34% per cent. on shares in these days should be avoided. 


With regard to mortgages, it should be borne in mind that the direct 
covenant to repay is the primary factor in lending money on mortgage and 
the property is collateral to this. There again the vulnerability of the prop- 
erty forming the security is an important factor. Assuming the personal 
covenant is satisfactory there is security of capital, an advantage not pos- 
sessed under all forms of investment. In the case of money loaden on mort- 
gage to a limited company the personal covenants of the directors should be 


obtained. 


Gilt-Edged Securities and Debentures. 


The consideration which needs to be given to the proportion of sav- 
ings invested in stocks and shares needs more comment. Here the capital 
should, I suggest, again be spread. The accountant’s function is not to sug- 
gest holdings to be taken up, but when asked, to discuss with his client the 
advantages and disadvantages of the various classes of stock and share hold- 
ings. In the first place gilt-edged securities should find a place in practically 
every list of scrip holdings, as the holder of Government stocks obtains a 
first charge on the earning power of the whole nation. With regard to other 
stocks, shares and debentures, the issues are more complex. From the point 
of view of security of capital I suggest that debentures are not as sacrosanct 
as is generally imagined, particularly in cases where the proportion of fixed 
assets to total assets is low. Debenture interest can only be paid for a rela- 
tively short period out of other sources than earnings, and charges on capital 
assets are ineffective when the assets themselves become valueless. Further- 
more, when the general level of profits is rising the capital value of deben- 
tures tends to fall, and one sees the paradoxical result that a debenture 
holder who wishes to realize may obtain least for his holding when its ‘'se- 

irity”” is at the maximum. When profits are low the capital value tends to 
rise, but if depression becomes extreme, or for other reasons the company 


concerned becomes moribund—and English company history is strewn with 
the dead bodies of concerns at one time stable and prosperous-——-we may see 
a considerable capital loss. Notwithstanding these considerations, I suggest 


that a proportion of debenture stocks should be held, and, as a general rule, 


he companies whose ordinary shares make the strongest appeal should be 
the first to be considered from this point of view. 
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Preference versus Ordinary Shares. 

With regard to share holdings, preference shares have lost a consider- 
able amount of their popularity during the post-war years. Preference share- 
holders never share in super profits, but they are always asked to bear a 
share of the burdens of super losses, and so many sacrifices have been de- 
manded from preference shareholders when reconstruction has become 
necessary that, as compared with 1913 when for every £2 of preference 
capital £3 of ordinary capital was issued, nowadays the reverse is the case 
and the proportion of ordinary capital far outweighs the preference capital. 
The security in both cases is dependent on earnings, and the difference in 
risk between preference and ordinary shares is one of degree and not of 
kind. The privileges of preference shareholders vary with each individual 
company, and an intending purchaser should inquire into their rights when 
weighing up in his mind the merits of preference shares. This class of 
share does confer a valuable privilege to those who are prepared to make a 
sacrifice of income in the interests of security, but it should be realized that 
they afford very little protection against long term changes in industry, or 
against inefficient management. If preference shares are desired a company 
should be chosen where the margin of profits over the amount necessary for 
the preference dividend is ample over a series of years. 

The points to look for in ordinary shares are, in the first instance, a suf- 
ficiently long earnings record to be independent of short-term movements, as 


against a consideration of present yield, and that a substantial reserve is in 
existence. A sharp upward trend in earnings should suggest caution in 
case the pace is too hot to last. Secondly, regard should be had to the de- 
benture and preference capital ranking in front of the ordinary shares; 
thirdly, the general trend of the industry as a whole as to whether it is pro- 
gressive or declining and whether it is subject to the vagaries of fashion. 
Fourthly, the personnel of the board from the point of view of integrity and 
the personal touch and experience they have in the business they are con- 
ducting. I would like to emphasize that these are general considerations 
which the accountant should place before his client, and that I am sug- 
gesting that it is not part of his duty to advise on the question of specific 
holdings. For this the client should go to a stockbroker who is an author- 


ized member of a Stock Exchange. 


Life Assurance. 

With regard to life assurance, it is well known that the amount of this 
per head of population in this country is small compared with the United 
States and Canada, due to the protection of cover element being stressed to 
a greater degree than it is here. Life assurance affords in one important 
respect a happy contrast to other forms of investment. Instead of the maxim 
which associates good interest with bad security, it is with life assurance a 
fact that good bonuses mean good security. The fact cannot be ignored that 
there are many thousands of people to whom life assurance is an imperative 
duty, dictated by every consideration by which civilized people profess to 
be governed. May I briefly outline the main reasons for taking out a life 
policy apart from the obvious one of providing for dependents? It is an 
advantage in the case of entailed estates in order that the possessors may 
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make adequate provision for the younger members of families, and is useful 
in the event of the decease of a testator where an early will fails to make 
provision for younger children. It is useful in the case of marriage settle- 
ments to secure the terms of the settlement. In the event of financial diffi- 
culty overtaking the settler which can be averted by the use of the settlement 
funds, it is sometimes possible to obtain a release of these by the trustees 
by means of an indemnity policy, not in this case a life policy, which will 
cover them in respect of any subsequent claim for breach of trust. Provision 
can be made by partners against loss in the case of a partner's death, and by 
all who have a pecuniary interest in the existence of a life, to guard 
against loss on the death of the party concerned. Then there is the policy 
which will provide for estate and other duties payable at death. The ad- 
vantage of a life policy as a reserve against which one can borrow on de- 
mand in the event of an emergency, and without any feeling of disgrace, 
there being no moral obligation to repay, is an important factor. Frequently 
an awkward situation can be bridged by its existence. 

It is, of course, desirable to arrange for the premiums to fall due as 
far as is possible at convenient dates; January one might suggest as a month 
to be avoided, in view of abnormal expenditure over the Christmas and New 
Year period and the tax liability which falls mainly into this month. The 
policyholder’s obligations should be limited in that he should have a limited 
liability as to premiums and should know at the outset what his total pay- 
ments should amount to. The policy should be so drafted as to entitle the 
holder to the maximum income tax rebate on the premiums. The normal 
life policy should provide for increasing responsibilities which are the lot 
of the average man either by guaranteed additions or bonuses dependent on 
profits. 

There is, of course, the danger of over-insurance and care should be 
taken to see that in satisfying the need for cover the burden of premiums 
should not be excessive. No earned income, however apparently secure, can 
be regarded as constant. Regard should be had to the advantages of obtain- 
ing the additional protection of keeping the cover intact in the event of 


sickness or accident cutting down earning capacity. 


How Much to Save? 

Now I would like to direct your attention for a few minutes to the 
question of the proportion of income ailocated to spending. The accountant, 
particularly in guiding his client in this direction, must add to knowledge 
something more. I venture to suggest that the psychological approach to 
this problem is most important; the layman is looking to the expert for 
guidance. He will, however, only feel the need for it when his feeling for 
the expert is one of respect. At times, as you are all aware, the expert's 
work is regarded with suspicion; I need not remind you of the story of 
the expert witness”. The halo of the expert depends for its glory to a 
considerable degree upon a certain detachment, and he should reflect that 
he is trained in something very much less than 1 per cent. of the affairs of 
life, and his client is only concerned when he believes he can do something 
special for which the client has a need which requires meeting. His own 
attitude to this problem has a bearing on the value of the advice he can 
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give to his client on this important matter. It should be the duty of the 
accountant to educate the layman as to the advantages to be gained from 
keeping a planned and well-ordered record of private as well as business 
transactions. Matthew Arnold says: “When shall we learn that what at- 
taches us to people is the spirit we are of and not the machinery we 


employ?” 
Personal Bookkeeping. 

It should be the accepted rule and not the exception to keep personal 
accounts. The Bankruptcy Act and the Companies Act only insist that the 
individual and the company shall keep records of their business transactions, 
and I suggest that the necessity for recording personal transactions is at least 
equally important. An accurate record of personal finances is an index to 
character, orderliness leads to thrift and serenity of mind, and in these days 
of increasing strain, when the complexities of modern affairs lead to the 
restlessness that is so typical of the modern generation, a quiet mind is one 
of life's most valuable assets. It has an incalculable moral effect on mental 
habits, and without orderliness, judgment and prudence cannot play their 
normal part. It has been truly said: “All habits gather by unseen degrees, 
as brooks make rivers, rivers run to seas.” How frequently do accuntants 
find that the individual in financial difficulties will not face facts and figures, 
and that he is unable to gauge the extent of his liabilities and commitments ? 
The result is that when the crisis which he realizes must come does arrive, 
the position, which could have been retrieved if faced at the outset and if 
matters had not been allowed to drift, has become so involved that the only 
course is the Bankruptcy Court. There are ways and means, not to be found 
within the covers of any text-book, by which the accountant and the lawyer, 
acting together, can in many cases repair or rebuild an apparently tottering 
structure, if the full nature of the trouble can be made apparent without 
delay. In the vast majority of cases the individual who is in difficulty is 
the one whose financial affairs lack that order and arrangement for which I 
am making a plea. 

Apart from this aspect, there is no doubt that the layman does not fully 
realize that in these days, when the State may appropriate as much as 25 
to 3314 per cent., or even more, of every £ of income, it is not merely de- 
sirable, but essential, that his personal records shall be such that he can, if 
necessary, account for his accretions and relate them to his savings and ex- 
penditure in order that, if necessary, proof may be available over a period 
of years as to the source from which they came. 

We are of a nation of individuals, law-abiding to a degree, but within 
that limit intensely jealous of personal freedom and the absence of undue 
restraint. For that reason the approach of the accountant to his client must 
be governed by a degree of tact and care which will induce rather than drive 
his client to keep such personal records as are requisite. 

I suggest that it is necessary for private accounts to be kept in such a 
form as will enable, in the event of his death, the personal representatives 
to trace and collate the estate without the difficulties which are so frequently 
met—records which will be available in the event of legal or family dis- 
pute, which will enable a reconciliation of accretions and income to be 
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SITUATIONS WANTED 


Young man, graduate in Commerce of McGill University, with experience in Auditing, 
General and Cost Accounting, seeks change where ability will be rewarded. Quite 
capable of taking charge. Position must be permanent and with scope for advancement. 
Arply Box 43, ‘Cost and Management”’ 





Young man with several years’ experience in Cost Accounting in Metal Stamping 
and Foundry work, seeks position. Would go anywhere for good position, and would 
accept moderate salary to commence. Apply Box 45, “‘Cost and Management 





Young man, single, with many years’ experience in Banking and Accounting. 
Graduate in Cost Accounting, and with experience as Office Manager, seeks change in 
position. Fully capable of taking charge, and remuneration asked only moderate for 
good start. Well recommended and is earnestly seeking a real opportunity to display 
knowledge and abil¢y. Apply Box 45, ‘‘Cost and Management’ 





Thoroughly experienced Cost and Industrial Accountant desires permanent posi- 
tion Experienced in installing cost systems and fully capable of taking charge. 
Only moderate salary asked, and distance no _ object. Apply Box 43, ‘‘Cost and 
Management”’ 








Accountant, young, single, with ten years’ accounting and banking experience, 
needs position. Anywhere. Apply Box 44, ‘‘Cost and Management’ 





Young man, at present engaged, desires position of Cost Accountant in Toronto 


r vicinity, ,with opportunities for advancement. Has had several years’ practical 
experience as Cost Accountant, is well qualified and is at present studying for 
second year Society examinations. Apply Box 26, ‘‘Cost and Management’’ 





Cost Accountant and Office Manager with ten years’ experience in Cost and 
Production Control, also Purchasing, desires position with sound company. Graduate 
n Cost Accounting and in Production and Personal Management. Comprehensive 
perience in Foundry and Machine costs, and has three years’ shop experience in 
Wood Pattern Making. Apply Box 38, ‘‘Cost and Management’’. 








Will install and operate cost system permitting cost and inventory control, 
nonthly profit and loss statements for group of smaller industries in Western 
Ontario, or if for one company fill position of accountant, comptroller, internal 
iditor or treasurer. Apply Box 46, ‘‘Cost and Management” 





Young man, at present employed, desires change in position in Montreal, or 

inity. Holds Montreal Board of Trade Diploma and is completing Society examina- 
tions. Three years’ accounting experience and has excellent references. Apply Box 47, 
Cost and Management”’ 





A thoroughly experienced Cost and ndustrial Accountant desires position with 
id company. Well versed in cost and production work and all phases of 
Experienced also in Office Management, Purchasing, etc. Particularly 
in the Canning and Food Industry. Apply Box 48, ‘‘Cost and 








Management 





Young man, age 25, married, thoroughly experienced in Accounting and Cost Ac- 
seeks permanent position with good company. Excellent references. If you 
real good man, here he is. Apply Box. Cost and Management. 























COST AND MANAGEMENT 


made if and when required, and will permit a review of the client's financial 
position from time to time at regular intervals. They need be in simple 
form, but should permit of an annual income and expenditure account and 
balance sheet being prepared. The cheapest bookkeeper for the private in- 
dividual for whom a secretary is out of the question is the banker, who for 
a small commission will record all receipts and payments in considerable 
detail provided all income is dealt with through a banking account, and 
all payments other than purely personal day-to-day expenditure which will, 
of course, vary in each individual case, are made by cheque. A simple three- 
column cash book to record income, capital and bank transactions from 
which a ledger can be posted recording investments, drawings. an annual 
revenue account and balance sheet are all that are necessary. Failing this 
a definite record should at least be kept of all capital purchases and sales. 

There are certain permanent records which should always be retained; 
amongst these I would mention as being of particular importance bought and 
sold notes for stocks and shares, bank pass books, statements on completion 
of the purchase and sale of property, receipts for loans granted and repaid, 
building society pass-books, insurance policies, and, of course, dividend 
counterfoils and income tax receipts for a period of years. Where scrip in- 
vestments are numerous an investment ledger ruled for capital and income 
columns should be kept written up. Documents of title will naturally be 
retained, but in these days of uncertainty I think that a duplicate schedule 


of investments and insurance policies of whatever type is advisable. 


Making a Will. 

I propose to touch upon the question of the making of a will only 
briefly. The client who has not made this necessary provision should be 
advised to consult his solicitor and not attempt to make his own, and if 
he is in business as a sole trader it is desirable to ensure that power is given 
to his executors to convert the business into a limited company, or at least 
to retain a holding in the business at their discretion if it is to be disposed 
of, as executors naturally hesitate to carry on a business and accept personal 
responsibility, whilst the duty of converting the estate may, unless specific 
direction is given, compel them to invest in trustee securities, with a con- 
sequent considerable diminution of income for the widow or other bene- 
ficiaries. The accountant with his knowledge of his client's affairs can 
put forward suggestions and make available to the solicitor preparing the 
will information which will avoid difficulties for the executors who have to 
carry out the trusts imposed, difficulties arising in many cases only because 
the testator does not realize the value of the estate; the general tendency 
being for him to exaggerate in his own mind its value. The accountant 
naturally has a more detached view of the matter, and if he is given the 
opportunity of doing so by perusing the draft, can collaborate effectively 
with the lawyer concerned. Accountants not infrequently meet with cases 
where specific and general legacies exceed the value of the estate and have 
to be abated accordingly. This naturally involves disappointment to the 
beneficiaries and is a cause of expense to the estate and embarrassment to 
the executors. Another difficulty arises when an annuity is left payable 
subject to deduction of tax out of an estate which is insufficient to produce 
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the necessary income, and capital has to be drawn upon, with resulting 


Rule 21 assessments which represent, in effect, a payment of tax on capital. 


The Individual’s Income Tax. 

The service which the accountant can render to the individual with 
regard to his liability to income tax is not the least important of his func- 
tions. As a direct tax its incidence is more obvious and therefore more 
onerous than indirect taxes, which are largely paid with great regularity 
in comparatively trivial amounts, which are in many cases not missed. Its 
problems occupy the attentions of many hundreds of officials and account- 
ants, a large number of solicitors and members of the Bar, due to the fact 
that it is assessed on a statutory income and not the actual income of the 
taxpayer. What is the statutory income? I suggest that this is the crux 
of the problem in arriving at the individual’s income tax liability, and that 
it is impossible for the layman to satisfy himself upon this point or even 
to ensure in many cases that he has obtained all the reliefs and allowances 
he may legitimately claim. 

It is, I think, true to say that concessions of practice, about which the 
layman may know nothing, will not, generally speaking, be extended to the 
taxpayer unless a request is made for them, and there is no doubt that over- 
payment of income tax is materially prevalent. In how many cases do we 
find on taking up the work of lodging an income tax return for a taxpayer 
who has previously rendered his own accounts and return that either that 
certain legitimate expenses have not been charged or that certain allowances 
have not been claimed? It has become increasingly realized by the layman 
that expert advice is not merely desirable, but essential, if the taxpayer is to 
pay only his fair share to the State, and in view of the complex nature of 


the subject he cannot be certain that there is no relief or allowance which 


he has not failed to claim or secure. 

i reterred earlier to the value of personal records, and in these days 
when the yearly accretions of capital are scrutinized so closely by the inland 
revenue the individual who has accumulated capital in ways which are per- 
fectly legitimate from a tax point of view may and does find great difficulty 
in satisfying the authorities that it does not arise from a source liable to 
tax unless he can produce evidence which will account for the increases. 
[t is a common occurrence for accountants to be called upon to justify tax- 
payers’ returns which have been lodged and which are perfectly in order, 
but which, on the face of them, disclose increases of capital in excess of the 
amount of savings which could have been accumulated from the income 
disclosed on the return. The result is annoyance and an infinite amount of 
trouble to the taxpayer, who feels that he has been suspected unjustly of not 
fully disclosing his income, and heavy costs which would have been avoided 


if his income and capital had been reconciled from year to year. 


Constructive Accountancy. 

In conclusion, may I give one or two examples of constructive account- 
ancy? This country is particularly rich in public-spirited citizens who are 
prepared to make personal sacrifices for the benefit of their fellows. In the 


drama, to take one instance, there are those who are constantly being called 
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upon to contribute towards the keeping alive of the living theatre with no 


hope of financial reward. The normal limited company or individual is, 
of course, responsible for entertainment tax; if, however, the accountant can 


persuade the management to change the constitution of the company in such 
a way that the profits, if any, are used for furthering the interests of the 
drama, by having a company without share capital and limited by guarantee, 
issuing unsecured debentures carrying a non-cumulative fixed rate of interest 
not in excess of 5 per cent. and payable only out of profits, exemption can 
be obtained from entertainment tax on all plays which are regarded by the 
Commissioners of Inland Revenue as having any educational value—and this 
in practice means most plays other than farce—a very substantial saving is 
available which may amount on a box office of, say, £15,000 per annum to 
a sum of £2,000. 

A problem arises when one sees a formerly old-established prosperous 
family business declining, not through any inherent fault in the business 
itself, but because those to whom the control has come lack the personal skill 
and the experience which has been gained by the early struggles of the 
pioneers who have built it up. Here it is somewhere possible for the ac- 
countant, realizing that new blood is required, and unable to persuade the 
client to accept his own advice, to bring outside influence to bear which 
cannot be ignored. For example, if the business is working on a bank over- 
draft, the banker and the accountant together may obtain the appointment as 
chairman of the board of a private limited company, not necessarily with a 
substantial financial interest, of a personality who has the strength of char- 
acter to recast the policy and general direction of the business in such a 
way as will bring it back to a state of health and prosperity. 

I have in a short time tried to stimulate thought on an important phase 
of accountancy, and have reliberately kept away from the text-books of the 
profession, and if I have brought out any points for discussion I am amply 


repaid. 
May I close with a few words of the immortal Shakespeare :— 


Love all, trust a few, do wrong to none 
Keep they friend under thine own life’s key; 
Be checked for silence, but never taxed for speech.” 
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Chapter Notes 


Despite war conditions and the consequent difficulty in lining up 
speakers very far ahead, many of the chapters have made good progress in 
the matter of programs. 

Montreal Chapter has arranged for its opening meeting on either 
October 13th or 20th. They have secured as a feature a film in technicolour 
describing the activities of Trans Canada Airlines. 

Toronto Chapter will open the season’s activities on September 26th, 
when Mr. W. J. Dunlop, B.A., B.Paed., of the University of Toronto, will 
speak on “The Importance of Education”. 

Hamilton Chapter will start activities on October 3rd, when Mr. R. F. 
Chisholm of the J. D. Woods Company, Toronto, will address the members 
on “Profit Measurement Reveals Facts’’. 

The second meeting of the chapter, late in October, will be a joint 
meeting with Toronto Chapter at Toronto, and for the following meeting 
at Hamilton, Gordon Sinclair of the “Toronto Star” will speak on his very 
interesting experiences. 

Niagara Chapter will open the season on October 11th at St. Catharines. 
The speaker will be Mr. Ray Lowe, immediate past president of the Buffalo 
Chapter, whose subject will be “Budgets With Particular Application to the 
Paper Box Industry’, and for the November meeting Mr. J. C. Ross, C.A., 
of Toronto, will address the members on Inventory Control. 


Owing to lack of space other Chapter Notes are left over until next month. 
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